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Relation of Government Financing to Gross
Income Flow

By Cilark Warburton

HE cost of goverment and the amount of taxes

collected for governmental use are frequently com-
pared with the estimates of national income which are
published annually. Ratios of government expenditures
and of taxes to the national income are often used to
indicate the proportions spent or taken by government
out of the sum which the people of the Nation have
available for consumption purposes, eapital purposes,
and the support of government. These ratios are mis-
leading, for the reason that a large part of taxes are not

paid out of the wages, profits, and other items which

are summed to obtain the figure designated national
wmeome. The amount which the people of the Nation,
2s individuals and as owners and managers of business
enferprises, have available for the three purposes of
acquiring consumers’ goods, replacing or increasing
business plants and equipment, and support of govern-
ment, is eonsiderably greater than the national income.

In this article the term gross income flow is used to
designate the sum which the people of the Nation have
available during a given period of time for consumption
purposes, business capital purposes, and the support
of government. Gross income flow is an amount which
arises from current economic processes, including not
only production processes but also income=distribution
devices such as social insurance funds and relief.
However, gross income flow does not include the value
of capital assets previously in existence which may be
purchased or confiscated by government. For thisreason
the portion of the gross income flow which is used for
the support of government may be slightly smaller—or
in special circumstances, considerably smaller-—than the
total expenditures of government.

Differences Between National Income and Gross Income Flow.
The largest element of difference between national

* income and gross income flow results from the fact that

most or all of the taxes paid by business concerns are
not included in the computation of national income.!
If business concerns did not use this part of their receipts
to pay taxes the money would be available for distribu-
tion as income to employees or stockholders, assuming
that marlet prices and output were unchanged., If this
money was not taken by taxes and market prices were
reduced accordingly, expenditures of individuals for
consumers’ goods and of business concerns for capital
goods would be correspondingly reduced. Individuals
would then have available for additional taxes an
amount equal to the taxes previously paid by business
concerns.
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Another important element of difference between
national income ond gross income flow consists of
deprecigtion and other reserves set aside by business
concerns out of the proceeds Irom the sale of their
products. These reserves are not included in national
income but are available for use in purchasing capital
goods, or pending such purchases, for temporary invest-
ment in government securities or in some other way.

The third difference between national income and
gross income flow results from the payment of pensions,
Social Security and retivement benefits, and relief from
trust funds or governmental budgets. Receipts of
individuals from these sources are mixed with any other
income which those individuals may have for use in
the purchase of consumers’ goods and services, payment
of taxes, or savings. -

Gross Income Flow and Its Use, 1941 and 1942,

Estimates of the amount which the people of the
United States had available, during the last 2 calendar
years, for acquisition of consumers’ goods and services,

Table 1.—Estimated Income and Other Funds Available to
the People of the United States for Acquisition of Con-
sumers’ Goods, Business Capltal Purposes, and Support of
the Government, 1941 and 1942

[Billions of dollors?

041 1942
In- In-
Qroup come. | Busi- come | Busi-
Totallofindi-| pess | Total|ef indi-| ness
vid- | {funds vid- | [unds
uals uals .
Cross inesme flow, total. ... 12846 | 9581 32.8 | 159.5| 119, 4 40,1
Salories and wages §_.__.___ . ... 62.1 | 621 |....... BO.O| 809 |-
Property income of individuals ... ... 123 12341 ... 124 | 224 |enen-
Personal income from unincorporsted :
business (entreprencuriol income)._ ... 155 | 158 |cooaa. 1| 201
Other incotne received by individualsd.p 5.0 59| ... GOl 6.0
Undisteihuted income of corporations,
after allowanee Tor tax labllities . ... % 3 IR 33| 8.6 |aaaea-- 3.6
Taxesand related payments by business
to poveramentd_ . Wb fooooas 155 | 2LO |....... 21.40
Excess of business tax lisbilities over
PAYIENLS. oo e e LN I S 4.6 520 ... 5.2
Deprociation and other allowances and
DT 2 R L N R, 9.4 10.3 e, 0.3

¢ 1t Including worl-rolicl wazes. Excluder subsistenens of members of the srmed
OTCDS.
* Inigrest, dividends, not rents and oyaltics,
+ Toeludes industrial pensions and workmen’s compensation, 0.4 hillion dellars in
1941 and 0.4 I 1942. nsions, retircment pay, reliel, ete., by rovernment and social
{nsurance funds, 2.5 biltion deliars in 1941 and 2.6 in 194%; and nct-occuponuy valuoe
of owner-geeupicd homes, estimated at 3.0 bil]ion dollars tor anck yeh

1 In¢lndes taxes, soeinl secunty eontributions and nontax payments for fincs, fecs,

ete., ineluded in government fevenn

i Ineludes dn‘}jlrcciat{on and doplr-cion charges, obher business roserves, ond capital

cutlays charged to current cxpenso,

1 In the United States all taxes pald by business concerns exeept Social Scenrity con-
tributions are exeluded from estimates of naticnal income; in the United EKingdom
taxes levied on the profits of business soncorns are ineluded, but sales taxes, propecty
toxes, and other taxes paid by buginess coneerns are excluded from ostimates of na-
tional income. )
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business-capital purposes, and support of the Govern-
ment are given in table 1. The gross income flow
amounted to 128.6 billion dollars in 1941 and to 159.5
billion in 1942.. These amounts are, in both years, 33
percent larger than the national income.

How individuals and business concerns used the
gross income flow is given in table 2, The percentages
of the total spent for consumers’ goods and services,
and in other ways, are as follows:

' Percentepe disirnedion

1941 1942

Consumers’ goods and serviees_ _ ___.___________ 60 53

Business eapital goods, including residences. _.__. 17 - 6
Taxes, including Social SBeeurity and retirement
contributions, and fees, fines, and miscelHaneouns

payments 0 gOVErnment_ .. ...oe o oo ono.- 16 18
Obligations of banks and government (including

bank deposits, currency and governinent secu-

rities) and reduction of debt owed ito banks or

government ageneies. - . ..o oocnioo- 7 23

Gross ineome flow_ _ o ______..__ 100 100

The obligations of banks and government which
individuals and business concerns obtained by using, or
retaining, part of their income and related funds in this
form do not include all of the obligations of banks and
governinent which they acquired. Obligations of
banks and government may also be acquired by the
sale or pledge of existing property or by an increase in
obligations o banks or government.

Table 2.—Use of Gross Income Flow by Individuals and
Business, 1941 and 1942

{Billions of dollars]
1941 12
Group Byin-| By Byin-| Ry
Total) dieid- | bosi- | Total| divid- | buosi-
uals | ness mals | ness
Total e eeees 128.0 | 043 | 350 [150.4 ) 1154 44.0
Copsumers’ poods and serviees . ... | 7.6 | 77.6 [.. ... SO0 BLD fuo ...
Business enpital goods, includiog resi-
L 1T S U, 20.8 27] 181 | 9.4 L5 Y
Asgsets sequired by interoational {raos- .
getions, excleding items enterine inte
government and bank obligations—
net 4 ] P T O 1] | T .
Taxes and related payments to govern-
BT 1) A 20. 8 4.8 155 289 9 2.0
Reduetion in Indebiedness:
Tobanks T e oo | (8) U] (%) 3.6 B 2.7
To government credit apencies ... | .2 26 .3 .2 W
Govermment and  bank  obligations
acqnired from use of jocome flow
(table 3} eeae| 80 83 3328 200 12.3

1 Unadjusted for changes [n obligations of individuals to busibess concerns, and
vice persq.  Diflerence bebween total expenditures by individusls and husiness com-
hined snd the gross ineome flow of individuals and hosiness combined (table 3} iz
due to diserepepeies in the statistical materials ang errors of estimata. .

* Tncludes net-occupancy value of owner-occupicd homes, estimated a6 3.0 billion
dellars ench yonr. Exclades governmeital serviees poid for by fees, ete., included
in govermment nentax revenue . . .

# Tneledos constraction Emdueors’ durable equipment, and bhsiuess inventories
with inventories taken ef business evaluatiott, that is, prior to mventary valuation
rcﬁ@jt;gtm]ent in the gross notionsl product, Resideatial coustruclion ettribated to
individuals.

+ Travel and gilts abroad, seearities purchased Irom forelg
ments and hankieg funds abread, . .

& Less than 50 million dollsrs.

¢ Tax gnd nentax revenus of government (table 62‘_

¥ Rstimated net reduction in 1942 iv: Joans, securities other than povernment obli-
cations { Fodernl, State, and loval), snd miscelloneons assets of cominercial and mu-
tual sevings banks, based on reduction during first holi of year, and oo reduetion
reported by banks members of the Federal Reserve System for second Lalf of yeor.
Atiributed to mdividunls: Reduetion in consumer [nstaliment eredits epd single-
pakyment consumer loans of comimercin! hanks.

’I'Il‘letr'?éa%e in indebizadness sppears in tabie 3.
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The total acquisitions of government and bank obli-
gations by individuals and business concerns in 1941
and 1942 are estimated in table 3, together with the
amount obtained by sale of assets or increase in obliga-
tions to banks and the Federal Government, or by net
redemption of debt by State and local governments.

Table 3.—Governmment and Bank Obligations Acquired by
Individuals and Business Enterprises, 1941 and 1942

{Billipns of dollars]
1041 1042
Eem By | By By | Br
Totzl| indl- | busi- |Totel| jndi- { busi-
viduals] ness vidiigls| ness
Aequisitions, $otal . ... 3.0 9.2 2.5 4,1
Fedoral Goveroment seeurities, fu-
cluding gnarantwd obligatipns! .| .8 30 .3 11.0
Curreney ... | 23| 28] 4.0 W1
Benk deposits 3. .- &7 3.7 7.0 2.0
Bank ecapitald.. - .2 .2 - P
Acquired through transactions with
governments and banks. ... ..o 4.4 .0 a5 3.3 1.5 1.5
Prepaymonts received and existing
assets sold te Federnl Govern-
B - Bl LB feeeeeo. L8
Redemption of debt snd purchose of
U. 8, dovernment oblpstions .
by State and locel governments ) .6 N ) PO 1.5 L5 |acea..
Incresse in indebtedness:
TooAnRS T i aaas 2.2 .3 1.9, ™ Q)] )
To government credit corpoa-
Fo B ® B ® 8 ®
Acguired from income snd buslness
allo balaace. ORI - 8.5 L3823 2.0 12,3

' Chapge in U, 8. Government securities, including guarenteed seenrlties, held by
private investors (Trezsttry Bulletin), plus change in matored debt and debt bearing
e interest, exeluding currency items ( Treasury Balietin), minug estimated change in
Unjted States obligaticns, ineloding guarantecd‘obligations, Leld by comizercial
pnd muteal savings hanks, Acquired by individuals, estimate by Securities and
Exchange Commisslon.

2 Change in rooney in ciretilation outside of Treasury abd Federel Reserve Banks,
adjusted for coln axd currcney held by insured commereial banks. FEolirs changa
during 1841, sud all but 8.1 biltion dollars in 1042, attributed to individusls.

.2 Tolal for 41 Change in deposits of individusls, partnerships, and corporations,
and certified snd ofJeers’ eheeks, ete., in insurcd commeorcial baaks, plus change i
total deposits in nominsured eommercial banks and all mutesl saviogs banks, minus
change in cash items in process of eollection of insured epmmereind banys, Total
for 1942 Change i deposits of individunls, partnerships, and corporations in all
commereinl and wutual savings banks, as reported in sperial tabulations for the Trens-
wry, minus estimatod change In cash items o process of collections.  All of the in-
cregse in 1941, apd 7.0 billion dollers in 1042, attributed to individuals, on basis of
estimates of cash held by business eorporations.

i Incrense in total capital accotnts of cotnmercial and mutusl ssvings banks.
Amount coniributed by business enterprises assnmed to be negligible.

¢ Estimated by U. 8. Department of Commerce.

¢ This is the difference between estimated tax pod nontax revenue and estimated
expenditures ¢f State and local goverstaent (tables A and B, p. 25 of the Mareh
1543 Swuroey) minos estivated increase in their ¢ash balabees.  Since any purchases

cderal Qovernment obligations by Etate and local government are attributed
to individnals and busizess in the first Jina of this {able, they are inelzded hera with
repayment of debt by Siate and local government,  Obligntions of States and politi-
eal subdivisions estimoted to have boon hald by banks chaoged by less than 50 mil-
!mc]i %%lcllarg in each year, so total debt reduction by State and ocal goverbments is
inelu ore.

T Net imerease in Josns, sceurities other than govoroment obligations {Federal,
State and local), aud misceliancous assets of commereial and mwutue] savings banks.
Attributed to individuals: Inerease in consumer instalment credits and siogie-

yment consumor loans of cotamercial baoks,

:%t‘ggiécgion of indebtedniess appears jo table 2,

The foregoing analysis of what individuals and
business did with the gross income flow does not show
how much of the gross income flow was actually used
for the support of government. The division of the
gross income flow between the three purposes—ac-
quisition of consumers’ goods and services, business-
capital purposes, and support of the government—is
shown in {able 4. The percentages of the gross in-
come flow absorbed by these three purposes in the 2
years are as follows:
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Percentage distribution
1541 1042
Consumers’ goods and services_ .. ______..... 60 53

Capital purposes: i.e., private gross-capital forma-
AOTY s dm e e e e e e mmmmmme e mmmmem—mm e 17 6
Support of government_ .. __ .. .. ___ 28 41
Gross income flow. . _ . ___ e 100 100

Methods of Governmental Absorption of Part of the Gross
Income Flow.

Table 4 also shows the methods by which 41 percent
of the gross income flow in 1942, and 23 percent in the
preceding year, together with the value of existing
assets purchased, was absorbed by government. The
jotal amount absorbed by Federal, State and local
governments in 1942 was over 66 billion dollars. Of
this amount, 29 billion dellars was taken in the form of
taxes and related payments to government,? 20 billion
dollars through sale of Federal Governnent obligations
to individuals and business enterprises, and 17 billion
through the mechanism of the banking system.

The portion of the gross income flow which is ab-
sorbed by the government through the mechanism of
the banking system consists, from the point of view of
economic analysis, of two parts. Omne part is the ab-
sorption of income used for the repayment of debts to
banks, which amounted to about 3.6 billien dolars in

1942, This is the amount by which sale of Federal
Government obligations to banks was offset by reduc-
tion in the obligations of other borrowers (individuals,
business, and State and local government) to the banks.
In 1941 no part of Federal Government finaneing was
of this type, since an inerease, rather than a reduction,
occurred in the totsl outstanding obligations of other
borrowers to the banks. The other portion of the
gross income flow which is absorbed by government
throngh the mechanism of the banking system was
absorbed through the process of cwirency and bank
credit expansion. Absorption of income and related
funds for government use by this process amounted to
14 billion dollars in 1942, and to 3 billion dollars in
the preceding year.

The statement that defieit finencing ol the govern-
ment through bank credit and currency expansion is
2 method of absorption of part of the income of the
population may seem a bit curious to those persons
who have emphasized the “income-generating” or
“incorue-creating’ results of deficit financing. Econ-
omists, however, have long known that deficit financ-
ln.g t.hrough currency issue or sele of securities to banks
in excess of the reduction of other indebtedness to
banks is a method of forced loans to the government.

Whether the government levies taxes, horrows di-
rectly from individuals and business, borrows from
banks with the cxpectation that banks will expand
their deposits, or issues paper currency to finance its

1 This figure incndes Soclet Security contributions and comypulsory retirement-pay
doductions; nentax revenue sueh ns fees and fines; and Stato and local taxes used for
Teliroment of debt or purchase of U, 3. Govermment obligations,
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Table 4.—Portion of Gross Income Flow Available for Govem—
ment Use and Absorbed by Government, 1941 and 1942

Ipilliens of dollsis]
Ttem 1041 1942
Qross income dow available for government use:
Gross ingeme fow (table L) diaaaaan 128, 6 i50.5
Dreduct: Expenditures [or consnmers' goods and serviees. ... . 76 8.0
Expanditures for business eapital goods, including resi-
BBTIOE - o e et e m et e 0.5 0.4
Monetary metals and other assets acguired by inter-
national transactions L . e —— 1.3 &)
Balance: Portion of gross income Aow available for government
L VU U 6.9 G52
Add: Existing property sold apd production pledges given lo
EOVETIICDY. (e cacacieaamee i eaaaaas .8 1.8
Total availabic for governmental use. ... .. ... 2.7 6.0
Qross income flow and related funds absorbed by goverament:
By State and loenl governmonts: Taxes, adjosted for debt retire-
ment aod pucehase of United States Gaveromoent obligations 3. 8.9 8.2
By Federal Qovernment, total. oo cairiaaas 20.6 58.2
Directly:
Taxes and related payments (table 6} ..o onl w8 19.2
Government obligations sold to individuals and busme.ss,
adjusted for redemption of debt and parchase of T, 8.
Goveroment obligations by State and local governments
L L) 6.2 19,2
* Reduction in indebtedness to government credit eorpora-
tions (bl B) .o e iceccsamaecaemaaaas s .3
Indireeily:
Via Stato and loeal government taxes uscd for debt retire-
ment snd purchase of U. 8., Government obligations
L= o N 1] LS
Via reduction in indebtedness to banks with cortesponding
beok purchase of 7. B. Gevernment obligations & .. . _|eeecoace 3.6
Via reduction of indebtedness of banks to Federsl Govern-
ent (3aD1e G m et e — s 1 .1
Vin bank credit and curreney expansion, total 2,9 13.7
Expansion in curreney incladed in public debt {table ¢)..)...ooo_. .2
Expapsion In cwreney and deposits accompanyiog pur-
chase of U, 8, Qovernment oblipations by Federal Be-
SErVE DANKS i immememeeeeimaemamaoooe .1 R 1]
BExpension in bank deposits accompanying parchase of U,
8, Government obligations hy commereial and mutual
SAVENES BANKS 5. e e iicim e ceeea e an 4.3 16,6
AMinus: Currency and deposits held in Tressury (inercase’
in balance in general fund) ... oo a 1.7 7.0
Tatal absorbed by government . ... oo 20,5 66. 4

¥ Ineludes 0.8 billion dollars increeso in movetary stock of gold and silver, end 0.5
billion dollavs of assets apqmired by international transactions not entering into
governmont and hank obligations (table 2).

t Less than 50 million dollars,

4 The adjostment for debt reticoment sud purchase of T, 3. Government obliga-
tlons by State abd loeal gavernments iz ¥ b this Tepr £5 4 part of
Eiate naneg loeal tax receipts which was indirectly made availeble to the Federal
Qovernment.

1 This is the estimaled net reduetion in loans, seeurities other than U, 8. Govern.
ment obligations, and miscellancous assets (tabla 2).  Such reduction, if not oflset
by bank purcheses of U. 8. Government obligations, would bave been accompanied
by a reduetion in bank deposils.

5 Difference between increase in U, 8. Government abligations held by baokz and
redugtion in othor loans, securities, and miseellavcons assets,

activities, the government is in fact taking part of the
income created by the people at work. When a govern-
ment takes income by taxation, that is the end of the
process. When & government takes a portion of the
gross income flow by borrowing directly from individuals
and business concerns, those who turn over part of their
income and related funds to the government now are
promised a repayment by the taxpayers of the future
and are paid interest for refraining from use of that part
of their income and related funds for a period of time.
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But when o government takes a portion of the gross
income flow by expansion of bank deposits or currency,
it is taken without exacting any promisé from the
people that they will refrain from attempting to use the
inecome which the government is taking. Since income
and related funds of individuals and business cannot
be used both for consumption or business-capital pur-
poses and for support of the government, the attempt
to do so is nullified by the process of inflation of prices.
Deficit financing through expansion of bank deposits
or currency may, of course, be accompanied by income-
generating or income-creating activities of the govern-
ment. Such generation or creation of incone by govern-
ment is the result of the government’s production policy,
not of its financing policy. During wartime, the expan-
sion of production is o paramouni policy and this expan-
sion generates income apd related funds in the hands of
individuals and business, regardless of whether govern-
ment financing results in an expansion of bank deposits
or currency. Likewise, in a period of business depres-
sion, deficit finaneing is income-generating to the extent
to whieh it is acecompanied by an expansion of the volume
_ of produetion, and is inflationary but not income-gener-
ating to the extent to which it increases the sum of
government and nongovernment spending without
expanding the volume of production. When deficit
financing is accompanied by a policy of vestrictmg or of
approval of nongovernmental restriction of production —
in contrast to the wartime policy of expanding produc-
tion to the utmosi—it fails to be income-generating,

Federal Government Financing and Monetary Expansion.

The relation of Federal Government financing in 1941
and 1942 to the increase in bank deposits and currency
in the hands of individuals and business is shown in
more detail in table 5. In 1942, approximately three-
fourths of Federal Goverhment expenditwres, including
Social Security and retirement benefits, were financed
by methods—taxation, borrowing from individuals and

Table 5.—Relation of Federal Government Financing to
Change in Bank Deposits and Currenicy Held by Individuals
and Business Enterprises, 1941 and 1942

[Billions of dollars}

Item 1941 1942
Total Federal Government cash expendituves Gable §) .. oaoaae. | 2.5 58,2
Tinanced by methods not resulting In ingrease in bark deposits
analcurmncy held by individuals and business enterprises, .6 ws
T ; .
Taxes gnd nontax revenoe (fable &) .. .o .l 14.8 19.2
Net eollection of loans by eredit ageneles (table 6). ... [__.._. 4
Obltiations sold to individuals and business chierprises
(hable 331 e ccnammmr e ram e . 4.8 2.3

Obligations 20ld te commoreini and mutnal sevings
banks offsct by decrense in otlier bank Jotns and
investments (tabled) - ... [N 3.6

Financed by mothods resulting in increase in bank deposits
and curreney held by individuals and bugsiness enterprises,

e 29 13.7
Obligations suld to Federnl Reserve banks (taple 6).. ... 1 3.9
Obligations sold to commerzial and moetual savings

not ofiset Dy decrense in other bank jonns npd invest-

ments (tablo4).oeeoo . N 4.5 16,6
Increase in currency included in public debt (table §) .. ... .
Winus: Reeeipts not spent (nerease in Lalonee in gen-

erdl fend} . oo e ccmmicccsamirmsmm e em s ne el 17 7.0

1 Including oblipstions purchased by State and loeal governments.
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Table 5.—Relation of Federal Government Financing to
Change in Bank Deposits and Currency Held by Individuals
and Business Enterprises, 1941 and 1942—Continued

IBiNions of Gollars]
Item 19 1942

Tota] iberease ik bank deposits and curreney held by individuals
and PUSINeSS CIber PSS . o s ce e ee e m e 6.0 14,1

Inecrease resulting from Federsl Qovernment Snencing (sec
abovel . aeoioo s 20 13.7

Other transactions pilecting (+, incrcasing; —, decrcasingi}

bank deposits and curreney held by individuals and bus|-
ness enterprises, ned botsl oo iiaaooos +5.1 +.4

Net increase inloans and investments, other than U. 8.

Government obligations, of commercial and mmtual

savings banks {tabie 3} o e ee +2.2

Ineresse in Federal Reserve eredit outstanding, exeluding
change in U, 8. Government abligations hedd. ... ... .| e.eees +.4
Mopuetary uso of gold and silver-. ... e F.8 Joommee
Inerease In bank capital .. .. . -2 —-.2
International transactions and other factors. .. ... _. ... +.3 +.2

business, and borrowing from banks to the extent of
reduction of debt to banks by other borrowers—which
did not result in an expansion of currency and bank
deposits in the hands of individuals and business con-
cerns. Nearly one-fourth of the expenditures of the
Federal Government was financed by methods which
resulted in an increase in currency and bank deposits
in the hands of individuals and business. Using the
term “inflationary financing” to designate the latter
type of financing, the amount and relative proportions
of non-inflationary and inflationary financing of the
Federal Government in 1941 and in 1942 are given
below:

" Biitions of dodlars Pereent of tolal
1941 1942 1931 1042
Total Tederal Government cash
expendifures. . .__._____.. 20. 5 568. 2 100 100
Financed by nen-inflationary ~ - - -
methods:

Taxation, inclading nontax
revenue and Tetirement
and Social Security con-

tributiong. . oo _--- 10. 8 19. 2 53 33

Non-inflationary borrowing. 6.8 25 3 33 43
Financed by inflationary bor-

313157 1 V.- SR 2.9 18. 7 14 24

Inflationary Financing in the United States and the United
Kingdom.

Compaxzison of the methods of government financing
in the United States with those in the United Kingdom,
and also of the proportions of the gross income flow
absorbed by government in the two countries, may be
of interest. The proportions of the gross income flow
absorbed by consumption expenditures, business-capital
purposes, and government in the two countries, in 1941
and in 1942, are given below.

Percent of total

United Kingdom United Stales

1944 1942 1541 1942

Gross income fow_______ . _____.- 100 100 100 100
Used for consumers’ goods and

SEIVICES . e r e e 53 50 60 53
Used for business capital pur-

POBES oo er e 2 - 17 i
Absorbed by government, in-
clueding local government

and social insuranee funds.. 45 50 23 41
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It should be noted that the portion of the gress in-
come flow absorbed by government in the United King-
dom does not cover all of the expenditures of govern-
ment in that country. Nearly one-fourth of all govern-
ment expenditures in the United Kingdom in 1941, and
s gomewhat smaller portion in 1942, was met by the
purchase, ‘or compensation for destruction, of existing
property, and thus did not constitute a draft on the
gross income flow. This part of the cost of the war in-
cluded the sale of overseas investments, horrowing
abroad, contribution from Canada, and destruction of
homes and business property by bombing.

The proportions of the total expenditures of the
central governments in the two countries obtained by
taxation, noninflationary borrowing, and by inflation-
ary borrowing, in the two years, are given below. For
this comparison social-insurance funds are included with
central-government financing. Differences in the scope
of the social-insurance schemes in operation in the two
countries are not sufficient to affect the validity of this

comparison, Pereent of folel

TUnited Kingdom Urnited Slales

. 1841 1048 1941 1945
Total expenditures of central
government, including social
insurance benefits__ ___.__._. 100 100 100 100
Met by taxation and nontax
PeVeNUC oo oo cacoemm e 47 50 53 33
Met by non-inflationary bor-
rowing. - . ooo____ 3B 42 33 43
Met by inflationary borrow-
) 17 RS 15 3 14 24

Usefﬁlness of Estimates of Gfoss Income Flow.

Changes in the amount of the gross income flow frem
year to year cannot be used to indicate changes in the
volume of production, since changes in prices, changes
in methods of taxation, or changes in the scope of social
insurance systems, may affect the amount of the gross
income flow. However, annual or quarterly estimates
of the gross income flow, and of the portions of the
gross income flow absorbed by consumption expendi-
tures, capital purposes, and government, will be found
useful for many purposes. They should be partien-
. larly valuable for analytical studies of business fluctua-
tions and the relation of monetary and bank credit
phenormena to business fluctuations.

Table 6.—Derivation of Items Relating to Government
Financing, 1941 and 1942
[Billions of doHars]

Item 194 1542
Taxes and nontax revenue of government: |
Total [or Federal, State, and local governments. .oveevenaeanes 20,3 28,9
State and Joeal povernments, toial. ... A 9.5 0.7
From individuals. R . . 1.9 2.0
From biusiness. o .comemecciiciccne s usanmmnm e 7.6 LT
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Table 6.—Derivation of Items Relatiﬁg to Government
Financing, 1941 and 1942-——Continued

{Billions of dollars]
Item : 1041 1042
Taxes and nontax revenue of governmeni—Ceontinved,
Total for Federal, Stete, and local governrents—Continved,
Feders] Government, including social insurance fonds, total.|  10.8 19.2
From individuals. . e eisiammaaa 2.4 5.9
I COme baNES . o oo aaccrremas 1.8 4.1
Other taxezs and nooiax revenue paymonts, ax-
cluding etnployment ta%es.. ..o .eo . A R
Employment taxes .. eeiiiieciescsseeess .7 10
Interest onsocial insurance trast nnd investments?, 2 ]
From business y .- 7.9 18.3
Inecome and profits taxes on corporations. .. 2.8 7.0
Other taxes and nontax revenille paymen
cluding employment 10Xes. . .omuucciman i iiananas 3.4 4.3
Employment taxes . iiiieiman 1.7 2.0
Relationof Federal Government tax and noniax revenue (o budget
receipis:
Total budget reeeipbs. .. i o eiiamiaciae oo &6 17.4
Edeguct: apital transpetlons in budget receipts___ o4 .1
ﬁmployment taxes not in Federal badget. .o veeraaa.. 14 L7
Interest recclved by soelal insurence trust funds on
IVeSEMeNES oo e i e iiceeceeeaeaca—m s .2 .2
Total tax and nontax revenus, 88 above. . ooovvevrvomcanans 0.8 19.2
F%dcrﬂl Government borrowing from individaals, buginess, and
anks:
From Faderal Resetve banks ¥, oooeea o an..a. [ .1 3.9
From commercial and mutnal savings banks .- [N} 20.2
From business entecprises ottior than banks 7.. 3.8 1.0
From individuals—securities 8. __ .. ...aa._ i 3.4 .3
From individitals—enrrency 80 ¥ . e ccem e aaan (1% W2
. Y 1.4 45. 5
Relation of Federal Governmoent berrowing from individuals,
isiness, and banks to chanee Jn publie debi:
Inercase in publie debt of the Uniied States. . oocooveoao_.. 12.0 50,2
Increase (4} or deerease (—) in guaranteed obligations held by
Privake Investors. oo ooee i ieiiiemccie v imaans ] o d =21
Deduct: Ingrease in government seeuritics owned by Federa)
trust funds and SoverNment coTPOrations. coenr oo ianaan a0 2,0
Borrowing from individuals, business, ané bavks._. ........] 113 45. 5
Net loan transsctions of Federal Government corporstions and
eredit agencies, nerease (4-) or desrease (=):
By Home Owners’ Loan Corporation. - ... ..o ce e -2 -2
To hanks, ineluding preferred stotk ownership. ... —-.1 -1
LT T LN +.8 -1
Summary of Federa) Government receipts, including sociad insur-
anee (unds ond Government corporations and credit ageneies, and
relation to ¢ash expenditures:
Toxes 10 NONLAK TEVCIIIE, <o vmeesmmesseeem i mm——eenm—e .. 10,8 10.2
Borrewing frem individuals, business, and banks. . ._..._.._. 11.4 45.6
Net lonn transactions of Government corporations and eredit
AEOTOIEE. - o iaie e ammm e r o m s e st mmressomen &) o
Total reeeipts 13, o e e iimeaeiiaoeeaaeaaan| 2202 85.2
Deduet: Imerease in balanee in general fund of the Treasury... 1.7 7.0
Cash expenditures of Fedoral Government W. . ._..__ 20.5 2
Relation of eash expenditures of Federal Government te budget
expenditures:
Budgot expendituees. oo [P 19.1 50.0
Deditet:
Treansfers to trust aoeolnts. .4 .3
ddAppropriations to Government corporations 1. (15 ‘e
Bxpenditures from social insurance sud other trastfunds....| 10| 101.2
Net non-lonn transactions of Governmnent corparations
and eredit agenicies .. . .o T oe24
Mot fneregse In loans by Qovernment credit eorporations
and credit aEeaeies. .o . e e e .5 (5}
Cagh expenditures of Fedaral Governmaent 17 20.9 58.9
Relation of ¢ash expenditores of Federal Goverbment to Federal
ldget reccipts and Goaneing requirements:
Not badget reenipts. . oo e e e e e eim s 4.8 16.4
Net budget defieit. oo vooceeeoomauas . 10.2 0.6
Net expondituares in trust accounts X .1
Mot expenditures in checkingacconnts ol Governinent agencies
other than issuaoecs of obligations, and in misecllancons
funds and accounts . L3 F A
Cagh expenditures of Fedaral Government._ ... 20, 5 58.2

Footooles on p. 22,
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Footnotes for table 6, p. 2.1

| From table B, p. 25 of the darch 1043 Sureey, oxcept for division of total employ-
ment taxes between collectlons from jodividuals and collections from business and
for interest on secial insurance trust [ond iovestments,

¥ Portio of tofal o\.ju?loymcnt taxes collected from individuals: 1. o., Social Beeurity
contributions of individuals, plus Federnl Government employee contributions to
retitentent fands,

. 3 Treagury Bulletin and Annuel Report of the Seerctery of the Treasury,
2 9-‘1 ??Sciﬂ Security contriputions of employers, from table 15, p. 22, of the March
TEEY. -

5 Increase in U, §. Government obligations held by Federal Reserve baoks, from
Federat Neserve Fullclin, i

¢ Ingrease in U, 8, Government obligationg, including guaranteed obligations, held
by eommereinl and mutual savings banks, Derived from amoeunts held Doe. 31, 1540
and Dec. 31, 1941, as piven (n the Annual Report of the Federal Deposit Insurance
Corporetion, and ameunt held Dec, 31, 142, estimated from holdings by banks mem-
acr ts 31 'l.;gc Federa]l Reserve Systemn and by banks inelnded io Trezsury sgmple for

hal da

¥ Change in T, 8. Government securlties, including guaranteed secorities, held by
privale investors { Treasury Bulletin), plug change in matured debt and debt bearing
no interest excluding emvrencey items (Trensury Bulleain), mipus change in TU. 8,
Governront obligations, including guarantecd obligations, held by commercinl and
mutanl saviogs baonks, and minus United States sceurities acquired by individuals
as estimmated by Securitios and Ixchange Commission. Purchases of U. S. dovern-
ment soeurities attributed to busi Tnde purct Ly Siate and local govern-
metits.  Sibce the amount of such purchases is unknowm, they sre combined with
the estimoted reduclion jo indebtedness by State and local governments {see table 4).

3 Estimate by Scourities and Exchange Commission.

! Change in cnureney items in public debt (Treesury Bulictin nud Deily Stalement).

10 Docrense of less than 50 miflion dollars.

1t Agsumod to be loans to business etterprises. Change in Ioans to Staies and
political subdivisions is omitted {rom this Hst beeanse {he amount was less than 50
million dollars each year.

12 Mot increase in loatis appears among expebditures. i }

1 Receipts of Government corporations and credit agencies from operations other
than loan transnetions, and s corresponding anteunt of expendituves of such corpora-
tiors and agencies, are omitted, as (n tables A and B, p. 25, of the March 1942 Survey.

H From *‘Sgurces of fupds of eertein povernmental corporstions and erpdit
agoncies,"” Treatury Bulletin, . 3

15 Negative item hendled on receipis side of the acepunts.

18 Ineludes ¢.1 billion dollars ingrense in cash balaoes of trust fumds,

17 Pable A, p. 23, of tho Mareh 1943 Swurrey. i

% Tneludes 0.1 billien dellars inerense in eash balance of Government corporations
and credit agencics.

t¢ The reason for the djserepancy between the esiimate of cash expendilures of the
TFedoral Goverpmaent by this mothod snd by the other two methods appears to he
due to inecowmpleteness in the published inforinatfon regarding the operations of
rovernment corporations and eredit agencies,

# Tess than 50 million dollars.

Sources of Data

The jtems {nelnded in gross incorna flow {table 1}, and expenditures for consumers’
goods and services and for bosiness-capital goeds (table 2, except for the net-oceu-
paney value of owner-oecupiad homes, are rom the estimates of netional income and
gross Dationg] produet by the Nations! Tucome Unit, pablished in the darch 1947
issue of the Surecy, Met-occopsocy valuo of owner-occupied homes {5 estimated as
follows: Estimntod (osal Tental valuea of 2.6 hillion dollars, based o& nomber of such
dweliings and average rent or rental value of all cecapied dwellings roported by the
130 Census, minns estimated interest on home-mortrage debt, 0.3 billion dollars, and
minus ¢stimated payments for taxes and repairs, 0.3 billion dollars. Irclusion of
rental valuo of owner-occupied homes is desirable for two reasons: (1) Lo include the
Ligomes and expenditures of home ownors and of rettters on o comparable basis; and
2} to improve the comparability of the data for the United States with that for other
coatries such as the Tnited Eingdom, jio whick impueted rentnl of owner-oocnpied
homes is inclnded in estimates of natioual inconre, :

Table 7.—Relation of Gross Income Flow to National Income
and to Gross National Product
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Table 7.—Relation of Gross Income Flow to National Income
) and te Gross National Product—Continued

{Bibions of doliers)
[tem 1941 1942
Relation of gross ineome Aow to gross nationsl producet:
Cross national Prodhet. .. e i emame—mm . 9.9 1516
Eliminate inventory valuation adjustment and adjustment for
g(iiscmpancies. [ et eemeeemm————— e ——————a 2 2.8
Net occupsney valus of owner-oepupied Bomes. . .. o..._.... 3.0 3.0
Exccss of transfer payments by Governmoent and sogial in- :
sarance funds over Government portion of ““other labor
incomp®____ [ PO ——— 21 2.2
Rounding Qi oot oo ee e ceee e cme e mm e rn e .3 -1
{rass ineome AoWe . oeeeeeeenes ey ams e ama——————— 128.6 159.5
Ttelation of jtems of ase of gross income flow (tables 2 and 4) with
gross nations] product:
Qross nationa] prodnct 119.9 151.8

Differences relating o consurmers’ M
Add: Net ocenpancy volue of owner-ocesipied homes . 3.0 3.0
Diﬁi"&ﬁ“"s relating to private gross capital formation:

Inventory revalaation adjustment, . .o ee i aaan 3.2 L9

Assets aeqnived by international cransactions, exclud-

ing itoms entoring intp Qovernment and bank obliga-

$lons (table B e ma

Tnerease in monetary stoek of pold and 5
Deduet:

Met cxports of goods and sorviees. .. P, a—

. Netoxports and monetavy use of gold and silver..... ... .

Diﬂirolﬁces relating to Qoverument expenditures:
Ad:

CfAshore expenditures, eted ol
Transfer payments by Government. 3
Fefurds of taxes ond duties. . oooeen e 1

Deduct: Difference in estimates of expeoditures of Govern-
ment ¢orporations from Treasiry onds .. oo oeena s 4
Adjustment for discreponeies smong tables 2,3, and 44, 4
Rotmding Aierene0. . comeeee v e cmeeccceenamesam e —ma———

Total use of eross income flow (table 2)___.._____ PR,

! This is line 13, table A, p. 28, in the March 1948 Survey, exdluding prepayments
and %urchuse of existing nssofs.

¥ This Is the differenee referred to in feotnote 19, table 6.

4 This adjustment is due to differences between the figures from banking and eut-
rency data in tables 2 and 3, and figures for Government expenditures in tables 4 and
6, ‘The difference may be due to incompleto information on internationsd transae-
tions, or to gther errers of estimate.

The Sgures for tax and nontax revenus of Federal and State and local governmmnents,
except for {he Hem of interest on socinl insurancee trust fund invegtinents, ave also
from the Agures prepoared By the Mational Ineoine Uit published in the March 1943
issue of the Sturpey. Net non-lean transactions of governrient corporations are from
the same source. Other items refating to Federal Government accounts, including
those relating {o government corporations, are derived [rom figures published in the
Treasury Bulletin ot Dally Stalement.

Data velgiing to banks and to curvency, excopt for those involviag bank deposits
at the end of the year 1942 are from the Annuel Reporl of the Federal Deposit Insurance
Cerporation, the Federal Reserse Bultelin, or the Treasury Daily Satemeni. Figures
for bank deposits at the end of 1942, ysed in deriving estimetes of changes during the
year, are based on data for banks members of the Fedoral Reserve System and ad-
vanee tabiudations of certaln itoms prepated by the banking ageneics for the Trenasury.
ol bank deposits end curreney heild by individuals and by business, respee-
tively, are derived in pari frotn estimates by the Securitics and Exchange Com-

TeEi 1
[Billions of dellars]
Item 1541 1942
Relation of gross ineoms fow to national income:

Watipaal loeome. - oo oo ooomaom e P P 5.6 9. §

Deduct: Portion of *other Iabhor income® consistin}z of pen-

sions and comtributions fo employen vrelircment funds by
c'ﬁit:»vel'lm:nal:lt:...,... ............................... R - .4 A
'i':iansfer payments by Government and sqcial insurance a5 20

UAAS. vevssmmnn e oo e sz e st

HNet occtipancy valuo of owner-oceupied homes. . ... 3.0 3.0

Business tax and pontax liabilitics (Social Secarity contri-
butions excluded). ... ooeoooo... ——- [ 18.3 24.2
Daprecistion and otiter business allawances and roserves..... 9.4 0.3
Roundijng difforence. ... e . ] -
Qross income flow...___. e et e e m———— T 6 1505

Figares for the TUnited Kingdom used in computing the ratios in this article are
from anr unpublished analysis of the gross income flow in that couniry, prepared by
the suthor of this erticle, similar to the analysis presented here Jor the United States.
The data used in the analysis for the United Kingdom are from Cmd, 8347, “'Ap
Analysis of the Soorees of War Finance and an Estimate of the National Fneorne and
Expenditure in 1933, 1040, and 1941, The Lconomist, The Stock Erchange Gazefte
British and Infernaifonai Bonking Nymber, 1952, and srticles in the Econemic Jowrnal
and Eecrtiomica.

The terms “'business'” and “business eoncerns,” 88 wsed in this articto, inelude
social organizations such as ¢hurches, endowed institutions, clubs, snd other non-
profit assecigtions. Thelhne of demareation, in tables 1, 2, and 3, between individuals
and busitess {s not uniformly drewn, beeanse of the inndequacy of data. In peneral,
tuxes collected rom, and loans to, farmers and other nnincorporated business con-
Cerng, axceDpt ineeIne Laxes, ate treated as Dusiness taxes or loans.



